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DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X introduced February 20, 1998.

X FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED FEBRUARY 20, 1998, STILL APPLIES.

X OTHER — See comments below.

SUMMARY OF BI LL

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a tax credit to taxpayers who contribute property
to the state, approved |ocal governments, or approved nonprofit organizations
designated by the state or | ocal governnent. The anmount of tax credit would be
55% of the fair market value (FMV) of the qualified contribution.

Thi s anal ysis addresses the provisions of the bill that pertain to the tax
i ncentives.

SUVMVARY OF AMENDIVENT

The April 22, 1998, anmendnent deleted the provision allowing a credit for any
nmoney contributed, up to 5% of the FMW/ of the related property contributed. The
requests for clarification on howthe 55%and 5% linits would interact and a
verification process for a nonetary donation, as discussed in the departnent’s
analysis of this bill as introduced February 20, 1998, would no | onger apply.

The April 22, 1998, anendnent resolves the contradiction between the Public
Resources Code (PRC) and the Revenue and Taxati on Code by repl aci ng the graduated
percentages with a fixed 55%
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The amendnent al so i ncorporated changes to the sane sections made by other newy
enacted | aw.

The remai ning policy, inplenmentation and technical considerations that still
apply are restated bel ow. Except for the above and the new revenue estimte, the
department’s analysis of the bill as introduced February 20, 1998, still applies.

Pol i cy Consi derati ons

This bill does not include a sunset date to allow the Legislature to review
the effectiveness of the credit.

This bill would provide a credit for donating |land and/or water rights equal
to 55% of the value of the property, making a land contribution six to eight
times nore val uable than any other kind of donation. Additionally, in
combination with the federal deduction for a charitable contribution, this
credit could provide sonme taxpayers tax benefits of al nbst 95% of the val ue
of the donated land or water rights.

A "related party" could receive the full credit anount without an FMW/
reduction for property interests or other considerations received in
exchange for the contributed party. For exanmple: Partnership J&S, equally
owned by Joe and Sue who are ot herw se unrel ated, nmakes a contri bution of
property that is qualified for this credit. As partners of Partnership J&S
Joe and Sue each receive a 50% pass-through credit. Joe independently
operates a fruit stand on the contributed property and retains a pernmanent
easenment to continue operating his fruit stand. While Joe has received a
property interest in the contributed property, he is not the contributing
taxpayer (Partnership JS is) and would not be required to reduce his pass-
through credit amount by the FW of the pernanent easenent on the
contributed property. 1In the extrene, a partnership could be created for
the sol e purpose of avoiding the credit reduction.

| mpl enent ati on Consi derati on

This bill provides that the Secretary would be responsible for accepting and
approvi ng applications for contributions qualifying for the credit and
requires that the Secretary annually provide a listing to the FTB contai ni ng
t he nanmes, taxpayer identification nunbers, donated property description and
the total credit amount approved for each donor. However, it should be
specified that, in the event the donor is a partnership or S corporation,
each partner or shareholder’s taxpayer identification number also should be

included in the annual listing.

Techni cal Consi der ati ons

Under both PITL and B&TCL, this bill provides that the FMV of any qualified
contribution “approved for acceptance under this section or Section ...” is to

be passed through to the partners or shareholders in accordance with their
interest in the pass-through entity as of the date of the qualified

contribution. However, the qualified contribution is not accepted under the

PITL or B&CTL by the Franchise Tax Board, but under the PRC by the Secretary
of the Resources Agency.
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In the case of a pass-through entity, this bill specifies how the qualified
percent age woul d be determ ned by each partner or shareholder. This

| anguage i s not necessary since the standard division of credit |anguage
woul d have the same outcone.

Amendnents 1 and 2 are provided to resolve these technical concerns.

Tax Revenue Estimate

This bill is estimated to inpact PIT and B&CT revenue as shown in the
followng table for every $200 million in qualified contributions. It is
assunmed no approvals and conpletions will occur prior to June 30, 1999.

Fi scal Year Cash Fl ow I npact
Ef fective 1/1/99
Enacted After 6/30/98
$ MIlions (Rounded)
1999/ 00 2000/ 01 2001/ 02 2002/ 03
($85) ($105) ($110) ($110)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis bill.

Tax Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the val ue of
property that m ght be donated in any given year and the tax liabilities of
donors for applying tax credits. This estimate should be considered a rule
of thumb for every $200 million in property and/or property rights. It is
assuned that the full $200 million in property would be donated in a given
year. This bill does not specify a maxi mum anount of qualified
contributions that can be donated in any fiscal year, thus, the $200 nmillion
is based on SB 1280 (95/96), a prior bill, which capped the annual all owabl e
credit at that anount.

This anmendnment differs fromthe original version dated February 20, 1998, by
elimnating the 5% in cash contributions.

This estinmate was developed in the following steps. First, it was assuned
that a maxi mum anmount of $200 million in qualified property would be donated
wi thin each fiscal year. Second, the average anount of credit will anount
to 55% of the fair market value (as provided). Third, the contributors
woul d be able to use 75% of the qualified credit anmount per year. Unused
carryover credits were applied at the rate of 75% per year. The anount of
gai ns that woul d have otherw se been reported on sal es of property is
unknown, but woul d probably not be particularly significant.
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FRANCHISE TAX BOARD'S
PROPOSED AMENDMENTS TO SB 2080
As Amended April 22, 1998

AMENDMENT 1

On page 26, amend lines 23 through 33 as follows:

(c) Inthe case of any passthrough entity, the fair market value of any

qualified contribution approved for acceptance under this section or Sectien

23630- the Public Resources Code shall be passed through to the partners or

shareholders of the passthrough entity in accordance with their interest in

the passthrough entlty as of the date of the quaI|f|ed contrlbutlon The —

pupsuanttethls—seetten— For the purposes of th|s subd|V|S|on t

"passthrough entity" means any partnership or S corporation.

e term

AVENDMVENT 2

On page 35, amend lines 1 through 11 as follows:

(c) Inthe case of any passthrough entity, the fair market value of any
qualified contribution approved for acceptance under this section or Sectien
17053.30— the Public Resources Code shall be passed through to the partners

or shareholders of the passthrough entity in accordance with their interest
in the passthrough entlty as of the date of the quallfled contrlbutlon The —

pu%suantetethls—seetreni For the purposes of th|s subd|V|S|on the term

"passthrough entity" means any partnership or S corporation.



